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SUMMARY

Any California State Teachers' Retirement System (CalSTRS) member eligible to retire under
the Defined Benefit (DB) Program may also make a pre-retirement election of an option. A
member who elects an option prior to retirement can provide an enhanced coverage to
beneficiaries if the member does before retirement. Section 24309 allows cancellation of a pre-
retirement election of an option under specified conditions. This section also requires that, when
the pre-retirement election of an option is cancelled, the subsequent allowance is reduced by an
amount determined by the Teachers' Retirement Board (Board) to be the actuarial equivalent of
the coverage the member received as a result of the pre-retirement election. This reduction,
known as the assessment, eliminates any adverse funding to the DB Program.

At its January 11, 1996 meeting, the Board adopted a policy that assessments for cancellation of
pre-retirement option elections will be reviewed after each experience analysis to determine if
they should be revised. Following adoption of the latest Actuarial Experience Study by the Board
at the February 3, 2000 meeting, the Consulting Actuary has recommended the age specific
assessments to be imposed if a pre-retirement of an option is cancelled. The recommended
assessments are shown on Attachment 1.

The recommended assessment factors reflect changes that are mainly attributable to revised
gender-based weighting and changes in actuarial economic assumptions and pre-retirement
mortality.

The following table provides a comparison between current and recommended assessments
based on the expected average assessment for all ages.
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Current to recommended factor comparison

Opt 2 & 6  Opt 4       Opt 5   Opt 3 & 7
Coverage A(all) or
Coverage B w/o spouse named:

Current factors   0.57%   0.41%        0.28% 0.25%
Recommended factors   0.54%   0.39%        0.29% 0.25%

Coverage B with Spouse named:
Current factors    0.28%   0.10%        0.00% 0.00%
Recommended factors    0.27%   0.10%        0.00% 0.00%

The System has traditionally implemented new factors on January 1 to allow an orderly
administration of the change. Implementation of the attached recommended assessments will
allow the accurate reflection of actual costs to CalSTRS for providing the coverage the member
received.

RECOMMENDATION

Adopt assessments for cancellation of pre-retirement election of options to be effective January
1, 2001, as recommended by the Consulting Actuary.
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PROPOSED
RESOLUTION

OF THE
TEACHERS’ RETIREMENT BOARD

BENEFITS AND SERVICES COMMITTEE

SUBJECT: Cancellation Assessment for Pre-Retirement Option Election

RESOLUTION NO.          

WHEREAS, the Teachers’ Retirement Board has previously adopted a policy, at the
January 11, 1996 board meeting, to review the assessments for cancellation of pre-retirement
option elections after each experience analysis to determine if they should be revised; and

WHEREAS, the Teachers' Retirement Board has, as a result of recommendations included
in the 1999 Actuarial Experience Analysis Report at the February 3, 2000 board meeting, made
changes in several actuarial assumptions; and

WHEREAS, the gender based weighting derived for the option factors has changed based
on experience; and

WHEREAS, the assessments for cancellation of pre-retirement option elections previously
adopted by the board are not consistent with these changes, Therefore, be it

RESOLVED, that the Benefits and Services Committee recommend that the Teachers'
Retirement Board adopt, effective January 1, 2001, the age specific factors recommended by the
Consulting Actuary on the attached table, with partial years of coverage proportionately
assessed.

Adopted by:
Benefits and Services Committee

Ratified by:
Teachers' Retirement Board

on    October 12, 2000

____________________________
JAMES D. MOSMAN
Chief Executive Officer


